Misperceptions: An Analysis of Subjective Economic
Inequality
By Aboozar Hadavand∗
This paper focuses on an important aspect of economic inequality
– the question of how people perceive inequality and whether these
perceptions deviate in any meaningful way from statistical measures of inequality. Using a novel approach I investigate whether
individuals across different countries are able to correctly estimate
the shape of income distribution of the country where they reside.
I further investigate whether individuals have the distribution of
a particular reference group in mind when they answer questions
on inequality. I find that perceptions of inequality are frequently
shaped by reference groups such as those formed according to educational attainment, age, and gender.
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I.

Introduction

There are many reasons why we should care about people’s perceptions of
inequality. Numerous studies have shown that it is actually perceived inequality
and not officially reported measures of inequality that shapes an individual’s
beliefs and preferences about redistribution (see Alesina and La Ferrara (2005)
and Cruces, Perez-Truglia and Tetaz (2013)). Engelhardt and Wagener (2014)
use survey results and find that a subjective distribution of income based on
their respondents’ perceived location in the income distribution greatly explains
the respondent’s demand for redistribution. Niehues (2014) shows that while the
Gini coefficient has no statistically significant effect on support for redistribution,
perceived inequality is positively correlated and highly significant.
Perceptions of inequality are not only relevant in political economy models; they
may also have psychological and behavioral implications. Traditionally, the link
between inequality and happiness has been studied by looking at the link between
average happiness and aggregated, statistical measures of inequality (Wilkinson
and Pickett, 2010). However, more recent studies have shown that it is the perception of differences rather than objective differences in circumstances that have
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